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LETTER  OF  TRANSMITTAL. 


Jantjaet  14,  1954. 
To  the  Honorable  Senate  and  House  of  Representatives. 

The  Special  Commission  on  Taxation  submits  herewith 
Part  IX  of  its  Final  Report  —  The  Taxation  of  Stock 
Transfers.  Although  it  is  a  departure  from  the  usual 
policy  of  the  Commission  to  report  specially  on  a  tax 
which  is  of  comparatively  minor  importance  when  related 
to  total  tax  revenues,  the  peculiar  problems  of  this  tax 
seem  to  merit  separate  treatment. 

The  Stock  Transfer  tax,  enacted  in  1914,  has  become 
an  important  factor  in  determining  whether  or  not  Mas- 
sachusetts maintains  its  position  in  the  security  transfer 
business.  The  actual  place  of  transfer  for  securities 
which  are  traded  nationally  is  not  limited  to  any  one 
geographical  section  and  may  move  with  ease  to  any 
location  which  offers  the  most  advantages.  The  Massa- 
chusetts tax  of  two  cents  per  $100  seems  very  low,  yet 
forty-two  states  levy  no  transfer  tax.  Recent  experience 
indicates  that  a  significant  portion  of  the  Massachusetts 
security  transfer  business  is  being  attracted  to  other  lo- 
cations and  an  important  factor  has  been  the  burden  of 
this  tax.  Continuation  of  this  situation  would  result  in 
greater  decline  in  the  Massachusetts  securities  transfer 
total,  fewer  employees  in  this  occupation  and  further 
reduction  in  tax  revenues  which  already  evidence  a 
downward  trend. 

After  careful  study  of  the  problem,  the  Special  Commis- 
sion has  recommended  the  repeal  of  the  Stock  Transfer 
tax.  While  the  initial  result  of  this  action  would  be  a 
tax  loss  of  about  $250,000,  the  Commission  believes  that 
the  net  gain  to  the  Commonwealth  would  be  a  indefinite 
but  far  greater  amount.    Means  for  neutralizing  this  loss 
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in  state  revenue  have  been  discussed  generally  in  earlier 
Commission  reports  which  related  to  major  tax  sources. 
Succeeding  reports  also  will  deal  with  sources  of  state  tax 
revenues. 

Respectfully  submitted, 

HOLLIS   M.   GOTT, 

Chairman. 


Clbe  Commontoealtf)  of  ^ag0aci)U0cttsi 


REPORT    OF    THE    SPECIAL    COMMISSION    ON 
TAXATION. 


Part  IX. 

THE  TAXATION  OF  STOCK  TRANSFERS. 

The  taxation  of  stock  transfers  is  provided  for  by 
chapter  64  of  the  General  Laws.  Basic  provisions  and 
the  rate  of  the  excise  are  contained  in  section  1  of  the 
chapter,  which  reads : 

An  excise  shall  immediately  accrue  and  be  collected  on  all  sales  or 
agreements  to  sell  or  memoranda  of  sales  or  deliveries  or  transfers  of 
shares  or  certificates  of  stock  in  any  domestic  or  foreign  corporation, 
whether  made  upon  or  shown  by  the  books  of  the  corporation,  or  by 
any  assignment  in  blank,  or  by  any  delivery,  or  by  any  paper  or 
agreement  or  memorandum  or  other  evidence  of  transfer  or  sale, 
whether  or  not  entitling  the  holder  in  any  manner  to  the  benefit  of 
such  stock  or  to  secure  the  future  payment  of  money  or  the  future 
transfer  of  any  stock,  of  two  cents  on  each  one  hundred  doUars  of  face 
value  or  fraction  thereof,  except  in  cases  where  the  shares  or  certifi- 
cates of  stock  are  issued  without  face  value,  in  which  case  the  excise 
shall  be  at  the  rate  of  two  cents  for  each  and  every  share  of  stock.  .  .  . 

Revenue  from  this  tax  has  been  in  the  neighborhood 
of  $300,000  annually  in  recent  years,  although  in  1946\ 
total  of  $407,000  was  received  and  the  1953  amount  was 
$251,000.  Table  I  shows  the  amounts  received  from  the 
Stock  Transfer  Tax  for  each  year  beginning  with  1936.'^ 

Only  six  of  the  forty-eight  states  impose  a  tax  on  stock 
transfers:  Florida,  New  York,  Pennsylvania,  South 
Carolina,  Texas  and  Massachusetts.  The  rate  of  the 
tax  in  Massachusetts  is  generally  comparable  to  that 
used  in  New  York  and  Pennsylvania,  while  the  three 
southern  states  tax  stock  transfers  at  rates  which  are 
considerably  higher  as  shown  in  Table  II.  The  Federal 
government,  of  course,  has  taxed  stock  transfers  for  many 
years. 
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Table  I.  —  Stock  Transfer  Tax  Collections  in  Massachusetts,  1936- 

1953. 


Year. 

Amount. 

1953 

$251,843  94 

1952 

286,829  42 

1951 

314,544  34 

1950 

329,545  56 

1949 

297,644  74 

1948 

280,713  18 

1947     ...         .         

287,015  62 

1946 

407,233  96 

1945 

341,901  84 

1944 

264,802  44 

1943     .         .         

163,269  26 

1942 

242,964  00 

1941 

262,685  08 

1940 

241,352  88 

1939 

267,573  64 

1938 

222,296  84 

396,595  38 

1936 

377,002  60 

[Source:   Comptroller's  Reports  for  the  listed  years.] 

Enforcement  of  the  transfer  tax  has  not  been  difficult 
because  of  the  almost  universal  requirement  for  mainte- 
nance of  adequate  records.  In  Massachusetts  title  to 
stock  in  a  corporation  passes  by  delivery  of  the  stock 
certificate  duly  endorsed  by  the  record  holder  as  provided 
for  under  the  Uniform  Stock  Transfer  Act.  Before  a  new 
certificate  in  the  name  of  the  transferee  can  be  obtained, 
the  transfer  must  be  recorded  on  the  books  of  the  cor- 
poration. While  every  corporation  maintains  a  record 
of  its  stockholders,  a  large  number  of  corporations  employ 
banks,  trust  companies  and  others  as  transfer  agents  to 
make  and  record  transfers  of  stock  on  the  books. 

Provisions  of  chapter  64  require  that  payment  of  the 
tax  shall  be  indicated  as  follows:  in  case  of  sale  where 
the  evidence  of  transfer  is  shown  only  by  the  books  of 
the  company,  the  tax  stamp  shall  be  placed  on  these 
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Table  II.  —  General  Provisions  of  State  Stock   Transfer   Taxes. 


State. 

Tax  Basis  —  Measure. 

Rates. 

Florida 

Stocks  —  par  value,  except  that 
no-par  stock  is  taxed  at  flat 
rate   unless   actual   value   ex- 
ceeds $100. 

lOji  per  $100  or  fraction  thereof. 

Massachusetts     . 

Sales,  deliveries  or  transfers  of 

20  per  $100  or  2(4  per  share  for  no- 

stock  or  certificates  of  stock  or 

par  value  stock. 

agreements  to  sell  stock. 

New  York  . 

Sales  of,  or  agreements  to  sell. 

20  per  share  on  transfers  other 

or  delivery  or  transfer  of  stock 

than  by  sale ;  10  per  share  when 

or   certificates   of   interest   in 

selling  price  is  less  than  $6  per 

property  or  accumulations. 

share;  20,  $5  to  810;  30,  $10  to 
$20;  40,  $20  and  over. 

Pennsylvania 

Market  or  face  value  of  sales  or 

20  on  each  $100  of  market  value 

agreements   to   sell   stock,    or 

of  stock  but  not  to  exceed  20  per 

deliveries  or  transfers  of  shares. 

$100  of  face  value  and  20  for 
each  share  of  stock  without 
designated  monetary  value. 

South  Carolina  . 

Value,  consideration  or  number 

Bonds   and   stocks   issued  —  100 

of  bonds,   notes,  transfers  of 

per  $100  of  face  value  or  frac- 

real  estate,   stock   certificates 

tion.      No-par    stock    100    per 

and  powers  of  attorney  exe- 

share. 

cuted. 

Texas  .... 

Sales  or  agreements  to  sell,  and 

3.30  per  $100  of  face  value  on  par 

all    deliveries   or   transfers   of 

value  shares;  3.30  per  share  of 

shares  of  stock. 

no-par  value  shares. 

[Source:    Tax  Systems,  Thirteenth  Edition,  Commerce  Clearing  House.] 


books;  where  the  change  of  ownership  is  by  transfer 
of  a  certificate,  the  stamp  shall  be  placed  on  the  certificate; 
and  where  an  agreement  to  sell,  or  where  the  transfer 
is  by  delivery  of  the  certificate  indorsed  in  blank,  the 
seller  must  deliver  to  the  buyer  a  bill  or  memorandum 
of  sale  to  which  the  tax  stamp  has  been  affixed.  If  tax 
stamps  have  not  been  affixed  as  required  by  provisions 
of  chapter  64,  then  transfers  are  not  enforceable  through 
proceedings  in  Massachusetts  courts. 

It  should  be  noted  that  the  stock  transfer  tax  is  im- 
posed not  only  on  sales  and  other  transfers  of  stock  made 
in  Massachusetts,  but  to  transfers  on  the  books  of  the 
corporation  in  Massachusetts  after  sales  or  other  transfers 
have  been  made  outside  of  the  State. 
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Effect  of  Stock  Transfer  Tax  on  Security  Business, 

Particularly  in  recent  years,  the  existence  of  the  stock 
transfer  tax  seems  to  have  had  an  adverse  effect  on  the 
volume  of  stocks  sold  in  Massachusetts  or  transferred 
on  the  books  in  Massachusetts  after  sale  in  other  states. 
If  a  sale  can  be  made  in  Portland,  Maine,  or  Hartford, 
Connecticut,  there  will  be  no  state  tax,  which,  of  course, 
is  to  the  seller's  advantage.  It  is  less  expensive  for  the 
non-resident  to  keep  his  securities  business  outside  of 
Massachusetts  and  there  is  some  advantage  to  the  Massa- 
chusetts resident  who  transacts  his  securities  business  at 
an  office  where  no  state  tax  is  applicable. 

In  the  same  manner  it  is  disadvantageous  to  a  corpora- 
tion to  maintain  its  stock  transfer  books  in  Massachusetts 
when  it  could  equally  well  keep  them  in  another  city 
where  no  state  tax  would  be  applicable  on  transfers 
recorded  on  the  books.  In  the  case' of  large  corporations, 
sales  and  other  transfers  or  certificates  occur  in  each  of 
the  forty-eight  states,  but  a  state  tax  is  levied  on  such 
transactions  only  in  Florida,  Massachusetts,  New  York, 
Pennsylvania,  South  Carolina  and  Texas.  After  such 
sales  or  transfers,  the  transferee  will  ordinarily  wish  to 
have  the  stock  transferred  on  the  books  to  his  name. 
While  the  stock  transfer  tax  is  payable  by  the  stock- 
holder who  is  transferring  his  stock  and  not  by  the  cor- 
poration, it  is  not  likely  that  corporations  will  locate 
their  transfer  offices  or  appoint  transfer  agents  in  states 
which  impose  a  state  tax  on  a  transfer  if  they  can  locate 
their  transfer  offices  or  appoint  transfer  agents  equally 
well  in  states  which  do  not  impose  a  transfer  tax.  Thus, 
the  Massachusetts  transfer  tax,  which  can  be  avoided 
by  locating  elsewhere  tends  to  deter  the  sending  of 
security  business  to  brokers  and  dealers,  banks,  trust 
companies  and  other  agencies  to  this  State. 

In  a  business  as  competitive  as  that  of  dealing  in  se- 
curities, the  tax  disadvantage  becomes  an  important 
factor.  Thus,  financial  centers  which  are  not  subject  to 
this  type  of  tax,  Chicago  for  example,  are  actively  working 
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to  induce  national  corporations  to  establish  new  transfer 
offices.  It  is  to  be  expected  that  Massachusetts  securities 
dealers,  banks  and  trust  companies  acting  as  transfer 
agents  are  either  losing  business  to  other  cities  where  no 
state  tax  is  effective,  or  are  unable  to  obtain  as  much  new 
business  as  they  would  if  there  were  no  transfer  tax  in 
Massachusetts. 

As  evidence  of  the  effectiveness  of  the  efforts  to  en- 
courage corporations  to  establish  transfer  offices  in 
Chicago,  during  a  period  of  approximately  two  and 
one  half  years  (from  December,  1949  through  June,  1952) 
thirty-three  nationally  known  corporations  appointed 
Chicago  banks  as  transfer  agents  and  registrars.  During 
that  same  two  and  one  half  year  period  only  one  such 
corporation  was  added  in  Boston. 

Where  unlisted  securities  are  involved,  and  the  trans- 
action takes  place  over-the-counter  rather  than  on  a 
national  securities  exchange,  brokers  and  dealers  as  well 
as  residents  of  Massachusetts  are  at  a  tax  disadvantage 
as  compared  with  all  the  other  New  England  States  since 
only  Massachusetts  has  a  transfer  tax.  It  would  seem 
reasonable,  therefore,  that  a  broker  with  offices  both  in 
and  outside  of  Massachusetts  would  not,  in  the  obvious 
interest  of  his  client,  execute  the  orders  in  Massachusetts 
(thereby  subjecting  them  to  a  tax)  if  the  order  properly 
could  be  executed  through  one  of  his  offices  or  agencies 
outside  the  Commonwealth. 

Recommendation. 

After  careful  investigation  and  study,  the  Commission  has 
concluded  that  the  stock  transfer  tax  has  had  the  effect  of 
placing  dealers  in  securities  and  related  businesses  at  an  im- 
portant competitive  disadvantage  with  those  in  most  other 
states.  Business  of  this  nature,  once  lost  to  Massachusetts 
financial  institutions,  could  not  easily  be  regained. 

The  jdeld  of  the  tax  is  now  at  its  lowest  level  since  1942. 
If  the  stock  transfer  tax  is  continued  in  force  we  can  expect 
a  still  further  decline  in  the  security  business  in  Massa- 
chusetts.    We  should  not  delay  until  this  probability 
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becomes  an  established  fact.  The  Commission  recom- 
mends that  the  tax  on  stock  transfers  imposed  by  chapter 
64  of  the  General  Laws  be  repealed. 

Respectfully  submitted, 

HOLLIS  M.   GOTT, 

Chairman. 
RALPH   C.   MAHAR, 

Vice  Chairman. 
CHARLES  V.   HOGAN. 
FRED   I.   LAMSON. 
SIDNEY  Q.   CURTISS. 
STEPHEN   L.   FRENCH. 
ARTHUR  U.   MAHAN. 

MICHAEL  J.  McCarthy. 

H.  EDWARD  SNOW. 
JOHN  F.  THOMPSON. 
THEODORE  J.   VAITSES. 
ROBERT  T.   CAPELESS. 
CARROLL  F.   HOLT. 
JOHN  E.  ROGERSON. 
NORMAN  MacDONALD. 
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PROPOSED   LEGISLATION. 


Cl)e  Commontoealti)  of  qia0$ac|)u$ett$ 


In  the  Year  One  Thousand  Nine  Hundred  and  Fifty-Four. 


An  Act  to  repeal  the  taxation  of  stock  transfers. 

Be  it  enacted  by  the  Senate  and  House  of  Representatives 
in  General  Court  assembled,  and  by  the  authority  of  the 
same,  as  follows: 

1  Chapter  sixty-four  of  the  General  Laws,  as  most 

2  recently  amended  by  chapter  six  hundred  and  fifty- 

3  four  of  the  acts  of  nineteen  hundred  and  fifty-three, 

4  is  hereby  repealed. 


